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REPORT OF THE DIRECTORS 
OF 

AMERICAN TELEPHONE AND TELEGRAPH 
COMPANY. 


New York, March 13, 1911. 

To the Stockholders : 

Herewith is respectfully submitted a general state¬ 
ment covering the business of the Bell system as a 
whole, followed by the report of the American Tele¬ 
phone and Telegraph Company, for the year 1910. 

BELL TELEPHONE SYSTEM IN 
UNITED STATES. 

SUBSCRIBER STATIONS. 

At the end of the year the number of stations which 
constituted our system in the United States was 5,882,- 
719, an increase of 740,027. 1,852,051 of these were 
operated by local, co-operative and rural independent 
companies or associations having sub-license or con¬ 
nection contracts, so-called connecting companies. 

WIRE MILEAGE. 

The total mileage of wire in use for exchange and 
toll service was 11,642,212 miles, of which 1,162,186 
were added during the year. These figures do not in¬ 
clude the mileage of wire operated by connecting com¬ 
panies. 

i 
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TRAFFIC. 

Including the traffic over the long-distance lines, 
but not including connecting companies, the daily aver¬ 
age of toll connections was about 602,500, and of ex¬ 
change connections about 21,681,500, as against cor¬ 
responding figures in 1909 of 517,000 and 19,925,000; 
the total daily average for 1910 reaching 22,284,000, 
or at the rate of about 7,175,448,000 per year. 

PLANT ADDITIONS. 

The amount added to plant and real estate by all 
the companies, excluding connecting companies, con¬ 
stituting our system in the United States during the 
year 1910 was:— 


Real Estate . $2,518,133 

Equipment . 19,628,357 

Exchange Lines . 13,409,546 

Toll Lines . 14,959,048 

Construction Work in Process. 3,067,734 


$53,582,818 


PLANT ADDITIONS OF PREVIOUS YEARS. 

The amount added in 1900 was $31,619,100; in 1901, 
$31,005,400; in 1902, $37,336,500; in 1903, $35,368,700; 
in 1904, $33,436,700; in 1905, $50,780,900; in 1906, $79,- 
366,900; in 1907, $52,921,400; in 1908, $26,637,200; and 
in 1909, $28,700,100, making the total expenditure for 
additions to plant during the eleven years $460,755,700. 

MAINTENANCE AND RECONSTRUCTION. 

During the year $52,028,000 was applied out of rev¬ 
enue to maintenance and reconstruction purposes. 

The total provision for maintenance and recon¬ 
struction charged against revenue for the last eight 
years was over $283,500,000. 
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CONSTRUCTION FOR THE CURRENT TEAR. 

Estimates of all the associated operating companies 
and of the American Telephone and Telegraph Com¬ 
pany for all new construction requirements in 1911 have 
been prepared. It is estimated that about $60,000,000 
will be required for current additions to plant in 1911, 
of which amount some $30,000,000 will be provided by 
the existing and current resources of the companies. 
All who are responsible for these expenditures are 
working in complete understanding of these estimates 
and the limits set on their expenditures. 

DEPRECIATION. 

The question of depreciation has been considered 
very critically and analytically during the past year, 
by commissions and other bodies, in connection with 
studies on the rate question. While a depreciation re¬ 
serve was generally favored, there seemed to be a 
disposition to apply experience and theories, gleaned 
from other lines of business, to the telephone business. 

The telephone business is unique in that it supplies 
its own terminals, which are vast in number, are tem¬ 
porary in character, and call for large investment, 
unique in that a very considerable part of its plant is 
of a rapidly deteriorating character. Underground 
conduits and cables and aerial cables are fast chang¬ 
ing this, but in the outlying rural and semi-urban 
districts and for long-distance lines construction will 
always have to be overhead on poles. There is noth¬ 
ing analogous to it in industrial or public utility ser¬ 
vice except the telegraph. 

The entire disregard or underestimating of depre¬ 
ciation and future replacement, is the cause of nearly 
all the financial disasters that ha've occurred in the 
telephone business, and has been the common failing of 
newcomers in the telephone field from the beginning 
to the present time. 
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Current repairs on new plant, even of the old time j 
temporary character, were small; no surplus or re¬ 
serve was provided; profits were apparently large, as 
were dividends. 

A false atmosphere of prosperity surrounded the 
business which was not dispelled until replacements 
of plant through decay or obsolescence became im¬ 
perative; until the overhead gave way to the under¬ 
ground, until the individual board gave way to the 
multiple central office system, until central office en¬ 
ergy supplanted the magneto system, until exacting 
construction requirements of long-distance speaking 
began, until expansion of business and extension into 
new fields, some unremunerative, were obligatory; un¬ 
til a condition existed where, to correct mistakes of the 
past, capital had to be expended without producing 
any corresponding increase in the revenue. 

The inevitable was in some cases postponed by ex¬ 
cessive charges to construction account, but came in 
time, as it is bound to come under such conditions. The 
apparent profits and dividends had been at the cost of 
the capital and, at the time of the greatest necessity, 
resources were at the lowest ebb. 

Ignorantly or wilfully, every cause but the right, 
cause was blamed, and although the management had 
been in the hands of the outside interests, the Bell 
parent company was given the responsibility, had to 
carry the burden, and assume the work of reconstruc¬ 
tion and rehabilitation. 

An illustration may make the necessity of deprecia¬ 
tion reserve even clearer. If a carter or local express- 
man or hackman owning his own carriages, horses or 
motor cars, should consider as profit all revenue over 
and above his current expenses and costs of current 
repairs, and should spend it, saving nothing with 
which to replace his plant when worn out or damaged 
beyond repair, he would be called thriftless and im¬ 
provident. He had enjoyed bis capital, and had noth¬ 
ing upon which to raise more. 

\ 

'(• 

( 
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The present policy of the Bell System is to provide 
against every probable contingency and to base the 
amount and extent of such provision on past experi¬ 
ence—not on future expectations. It is conjectured 
that the future will show a decrease in the depreciation 
or reconstruction due to decay, wear and tear, and ob¬ 
solescence. Changes—improvements—are going on 
as rapidly as in the past, but the general character 
of plant and methods is assuming more permanency. 
The improvements are being evolved from, and are 
being grafted on to, the old system and methods. The 
disturbing and sometimes seemingly destructive con¬ 
ditions following the rapid development of high pres¬ 
sure power and transmission have been to a great 
measure overcome. 

All this has been made possible through the unremit¬ 
ting study and research of the staff of the Engineer¬ 
ing and Experimental Departments of the Company, 
who by close attention, observation and study, antici¬ 
pate and provide for all such contingencies and con¬ 
ditions as can possibly be anticipated or provided for 
in advance. 

Under these conditions there is small probability 
that any such causes as those which forced the whole¬ 
sale reconstruction or rearrangement of plant in the 
past will again occur; it is, however, for the benefit 
of the public and of the corporation to have an 
ample reserve for any contingency which may happen. 

Local telephone service up to the present require¬ 
ments cannot be furnished by isolated or individua’ 
companies, and facilities for general service must 
be co-extensive with speaking limits, so that it is im¬ 
perative for any system which pretends to be compre¬ 
hensive to meet, and meet promptly, all demands for 
service. Its public usefulness as well as corporate 
existence and prosperity make it imperative to meet 
the continuing demand for extension which some¬ 
times seems almost overwhelming in its magnitude. 











Not only must this increase be met, bnt to be met 
economically or efficiently, it must be anticipated; sub¬ 
ways cannot be built conduit by conduit, or filled wire 
by wire—cost would be prohibitive and service impos¬ 
sible. Central office buildings must be located and 
erected and connected by subway with the general sys¬ 
tem before switchboards or wires or equipment can 
be introduced. When built they must be built for the 
future. To build for present requirements only, and 
enlarge as demand comes, is impossible in much of 
this work; and, where possible, impracticable from 
service standpoint, or prohibitive from that of cost. 
Advance construction of this kind of the Bell Tele¬ 
phone System, including construction in process, De¬ 
cember 31, 1910, was estimated at $180,000,000. Had 
no plant been built in advance of needs except that 
which was unavoidable the expenditure would have 
been reduced by $112,000,000, but the cost of the plant 
not built at first, if provided later and only as re¬ 
quired, would have been $250,000,000 instead of $112,- 
000,000. In other words, not to provide for advance 
construction doubles the cost of the plant. 

The capital for this advance construction must be 
provided by and at the cost of the present, as was the 
advance construction of the past provided by and at 
the cost of the past. To the extent that advance con¬ 
struction reduces the cost of necessary plant and an¬ 
ticipates reconstruction and replacement, to that extent 
the capital charge to be borne by present and future is 
reduced and to that extent it immediately puts the de¬ 
preciation reserve to its intended use. The criticism 
that any excess of reserve is at the cost of the present 
for the benefit of the future is true, but only to the 
extent that it may be found eventually to be in ex¬ 
cess of actual requirements. In any case it would be 
no more than might rightly be considered an insurance 
against obsolescence which cannot be foreseen. 
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FIGURES FOR THE YEAR. 

The following tables show the business for the year 
of the Beil Telephone System including the American 
Telephone and Telegraph Company and its associated 
holding and operating companies in the United States, 
but not including connected independent or sub-licensee 
companies, nor the Western Electric Company and 
Western Union Telegraph Company except as invest¬ 
ments in and dividends from those companies are in¬ 
cluded respectively in assets and revenue. All inter¬ 
company duplications are eliminated in making up 
these tables so that the figures represent the business 
of the system as a whole in its relations to the public. 

The gross revenue collected from the public in 1910 
for telephone service by the Bell System—not includ¬ 
ing the connected independent companies—was $165,- 
600,000; an increase of nearly $16,000,000 over last 
year. Of this, operation consumed $54,000,000; taxes, 
$8,000,000; current maintenance, $25,700,000; and pro¬ 
vision for depreciation, $26,200,000. 

The surplus available for charges, etc., was $51,000,- 
000, of which $11,550,000 was paid in interest and $25,- 
000,000 was paid in dividends to the public. 

The total capitalization, including inter-company 
items and duplications, of the companies of the Bell 
System is $1,114,310,979. Of this $502,306,910 is owned 
and in the treasury of the companies of the Bell System. 
The capital stock, bonds and notes payable out¬ 
standing in the hands of the public at the close of the 
year were $612,000,000. If to this be added the current 
accounts payable $21,700,000, the total obligations of 
every kind were $633,700,000, as against which there 
were liquid assets, cash and current accounts receiv¬ 
able, of $53,600,000. leaving $580,100,000 as the net 
permanent capital obligations of the whole system out¬ 
standing in the hands of the public. 

Against these obligations, the companies had prop- 
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erty $696,700,000—an excess of $116,600,000, or 20 per 
cent. 

There is a large additional surplus, which is legiti¬ 
mate and proper and which could be properly added 
to the book Surplus, representing as it does the value 
of intangible property, such as franchises, contracts, 
patents, rights of way, both public and private, which 
are not carried at any valuation in the book accounts. 

In every case where the public authorities have ap¬ 
praised the plant of the companies, the valuation has 
been far in excess of the book valuation. It is within 
the bounds of conservatism to say that the obligations 
of all the companies outstanding in the hands of the 
public are represented by 150 per cent, of property at 
a fair replacement valuation of the plants and assets, 
not including public franchises. 

In spite of these facts and figures shown from year 
to year in our annual reports; in spite of reports 
to the contrary of every public or semi-public body 
which has examined and reported on the value of the 
property of the Bell System; in total disregard of 
information at the disposition of every one, there are 
many who for some purpose or other—sometimes to 
induce credulous investors to take some worthless se¬ 
curities in hope of extraordinary and impossible re¬ 
turns; sometimes for political purposes; sometimes 
for sensation or notoriety—continue to spread the 
reports of fabulous over-capitalization of the Bell Sys¬ 
tem as a whole and of its component parts, and gross 
and extortionate charges for service. 

Particular attention, therefore, is invited to the 
tables following, and also to the one showing aver¬ 
ages of operating units of associated companies, on 
page 13. 



} 
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*“■ rELMHOm Svs ™» SIAIM . 

COMPAWSO1 ' O, '"-» D ~, W09l!(Dl910 

(ALL DUPLICATIONS. INCLimTwn 

OTHER payments to AmZ.Jt? REST ’ DIVIDENDS and 
graph COMPANY by \SSOCIATn LEPHONE AN ° TEL E- 
OPERATING «JSSfZJSST AND 


Gross Earnings 

Expenses—Operation 
Current Maintenance 
Depreciation ... 

Taxes .. 

Total Expenses ..., 
Net Earnings 
Deduct Interest 

Balance Net Profits.. 
Deduct Dividends Paid ! 
Surplus Earnings 


1909. 

5149,914,708 

$49/731,941 

23,723,081 

21,115,272 

0.976,306 

$101^547^200 

$48,367^508 
10,221,383 

”$38,146425 

23,910, 603 

$14,235,522 


1910. 

$165,612,881 

$54,235,449 

25,763,082 

26,204,927 

8,355.015 

$114,618,473 

”$50,994,408 

ll.o56.864 

$ 39437,544 
_ 25,100,786 
$14,276,758 


Increase. 

$15,698,173 

$4,503,508 

2,039,401 

5,149,655 

1.378,709 

$13.071,27? 

”$2^626,900 

1.335,48 1 

”$ 1^291419 

1.250,183 

~$4L236 


combined balance 


SHEET, 1909 AND 1910. 


A8SETS: (DUPLICATIONS EXCLUDED) 


Contracts and Licenses. 

Telephone Plant . 

Supplies, Tools, etc 

Receivables . 

Cash .. 

Stocks and Bonds 
Total . 

LIABILITIES: 

Capital Stock . 

Funded Debts . 

Bills Payable . 

\ccounts Payable 

Total Outstanding obli¬ 
gations . 

Surplus and Reserves. . . . 

(Total. 

.• •Decrease. 

I 


Dec. 31, 1909. 
$7,212,781 
557,417.146 
17.048.196 
49,744,919 
32,055.866 
38.166,284 
$701,645,192 


$352,904,063 

187,085,339 

40,721,625 

24.633,780 


Dec. 31,1910. 
$2,943,381 
610,999,964 
20,987,551 
26.077,802 
27.548,933 
64,766,089 

$753,323,720 


$344,645,430 

224,791,696 

42,566,943 

21.721,125 


Increase. 
$4,269,400* 
53.582.818 
3,939,355 
23,667.117* 
4.506,933* 
26.599,805 
$51,678,528 


$8,258,633* 

37,106.357 

1.845,318 

2,912,655* 


$605,944,807 

95,700,385 

$701,645,192 


$633,725,194 

119,598,526 

$753,323,720 


$27,780,387 

23,898,141 

^51,678,528 




























































average operating units of associated 

OPERATING COMPANIES. 


(See table on next page.) 

The table on the following page shows average 
operating revenue and expenses per station, opera - 
ing ratios, unit plant costs, etc., of the associated oper¬ 
ating companies (not including the American Tele¬ 
phone and Telegraph Company’s long-distance lines), 
for the years 1895, 1900, 1905 and 1910. 

It will be noted that there has been a steady de¬ 
crease both in expenses and revenue per subscriber s 
station, so that now the average subscriber pays for 
a higher grade, more comprehensive service, less than 
half what he paid fifteen years ago for the much less 
useful service that was then possible. 

This reduction in cost of service has made it pos¬ 
sible for every one who needs a telephone to have one 
and to get the great advantage of being within reach 

of everybody by telephone. . , ^„ 

The greatly decreased plant investment per stat 
to which attention was called in the previous annual 
report has been still further reduced durrng toe year 
to $142, notwithstanding the extensive additions to 
toll lines shown on page 4. . . 

There is a steady increase in the proportion of wires 
underground, as shown on page 63, which “**»*“» 
greater permanence of plant and decreases the mainte¬ 
nance costs. This low cost of plant and this decreas¬ 
ing maintenance cost are only made possible by the 
central supervision of engineering and m^ufactnnng 
of the Bell System and the advance construction re¬ 
ferred to at length under the head of Depreciation. 

The percentage of net profits to capital stock aj- 
though not so good as in the earlier years of the bus* 
ness, shows for 1910 an improvement over recent years*. 
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Average Operating Units of Associated 
Operating Companies, 1895 to 1910. 


ALL THE 


ixCHAVPP-^ 3 THB C ° MPANIES OWNING 
™ f Z TOLL LINES 0F THE bell telephone 

LONG-DISTANCE LINES OF 
ERICAN TELEPHONE & TELEGRAPH CO.) 

Average per Exchange Station. 

EARNINGS: 

Exchange Service. 

Toll Service. 

Total . 

EXPENSES: 


1895. 

$G9.75 

11.35 

$81.10 


1900. 

$44.08 

12.60 

$57.28 


1905. 

$33.31 

9.95 

$43.2G 


2srr..v:.v. 

Ba^ce fig 

Maintenance and Depreciation. 2G °0 

Net Earnings .”* *23 52 

Per Cent. Operation Expense to Tel 

Earnings . 35 0 

Per Cent. Telephone Expense to Tel 

Earnings .* 71 0 

Per Cent. Maintenance and Deprecia¬ 
tion to Average Plant. Supplies, etc. 

Per Cent. Increase Exchange Sta¬ 
tions* . 

Per Cent. Increase Miles Exchange 

Wire* . 

Per cent. Increase Miles Toll Wire*. 

Average Plant Cost per Exchange 

( i nclu J* in e Exchange and 
Toll Construction) . 

Average Cost per Mile of Pole* Line 

(Toll) (Including Wire) . *219 

Average Cost per Mile of Wire (Toll) 

(Including Poles) . 

Per Cent. Gross Telephone Earnings to 
Average Plant . 334 

Per Cent. Net Profits to Average 

Capital Stock . jq 

Per cent. Dividends to Average Cap¬ 
ital Stock .. 5.07 

•Increase during yea: 


9.1 

15.7 

15.9 

21.3 


$21.63 

2.37 

$24.00 

$33.28 

17.68 

$15.60 

37.8 

72.8 
8.4 

26.5 

33.2 

25.2 


1910. 

$31.28 

9.47 

$40.75 


$16.96 

1.49 

$18.45 

$24.81 

13.91 

$10.90 

39.2 
74.8 

8.9 

24.5 

27.2 
12.4 


$15.14 

2.00 

$17.14 

$23.61 

13.46 

$10.15 

37.2 

75.1 

9.5 

11.8 

12.0 

11.5 


$260 

$199 

$145 

$142 

$219 

$348 

$438 

$G88 

$S1 

$71 

$62 

$06 

33.4 

31.7 

31.7 

29.3 

10.11 

9.44 

8.34 

8.48 

5.07 

)wn, over 

6.19 

previous 

5.75 

year. 

6.31 


t 


i 

I 


*1 
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WESTERN ELECTRIC COMPANY. 

The Western Electric Company occupies a unique 
position in the manufacturing busmess It is m fact 
the manufacturing department ot the Bell bystem. 

* develop efficiency in service it was necessary to 
control the evolution of apparatus as well as ot 
methods of operation. To control the qualityand 
of apparatus, to control the improvements which sug¬ 
gested themselves in the course of, and were the ou 
come of the experimental work and the development 
and improvement studies and experiments, it was neces¬ 
sary for the Bell System to control the manufacture of 

equipment and apparatus. , , 

The present Western Electric Company was the o 

the business of the Western 

E1 TMs C rda“on a of 'the Western Electric Company with 
the Bell System not only eliminated the expense w 1 
such companies must incur in the establishment of 
their business, but also largely reduced tb e operating 
or continuing expenses. Its business was 
the Bell Companies, or came to it because of its re 
lion to the Bell Companies. Its manufacture.d prod- 
ucts were made upon advance orders or to fill regular 
and Site continuing demands. A relatively small 

merchandise stock had to be came . ordinarv 

There was no selling expense which, in the ordinay 

manufacturing business, absorbs such a large P erc fit- 
“e of the manufacturing proflts. There were no bad 
debts. The capital of the company wasi small’and 
the floating debt large—at times much larger than the 

° The growth had been so rapid that there had been 
no time to adjust the business to the changing condi¬ 
tions. It became apparent that some of these co 
tions must be changed for the permanent good of the 

company. 

I 









15 


fn B ^l° re i n - S i itU ! ing any chan S es an offer was made 
to the outside shareholders of the Western Flop*™ 

Company for an exchange or sale of thefr stock to 

Amencan Telephone and Telegraph Company The 

offer was considered a liberal one and ws accepted 

b) a very large majority of the smaller holders and hv 

ireri 0 can y Compa e ny 0tal 8hareh °' din8s n0 ‘ by the 

tinn, < l! fillite , P ? g 1 ram of ^adjustment to new condi- 
ward. 3S ad ° pted and has been steadily pushed for- 

unnrofib!hl!wf S f ° f man 1 ufactur e which were not only 
prolitable but were absorbing a very lare-e nrnnnr 

do°ned 0f and e the P cm ° f COm! ’“- Y bave beeI1 «ban- 
trated on tl» com ? aDY s "nergy and efforts concen- 

parat d „s°and e a^ °' te ' eph °“ C ap ‘ 

ChT^go^ttty'cUntmr^toee^and^l^onr^Stre^t proper 6 

vaTnes aVe ThTcn S0 ‘ d °‘ 1“H? 1 advaa “ over their book 
• e company s debt has been funded and it 
has ample working capital. d U 

tll J r h ?,P rices obarged to the Bell System are lower 

Ute yeSo C tte r f^ t0 f °‘ her te,epl,one cbst °“ors- 

Roll q * 1910 tbe rate of sross profit on sales to the 

2££5“ S? 7 » ,ess lbaa « — to snehoaer 
customers, ihis difference was offset bv the lowpr 

expense in selling to the Bell Companies. 

between the Bell System and the West- 
n Electric Company has the advantage of a readv 
made business, with none of the ordinary drawbacks 
and expenses and risks that other manufacturing“ „ 

^ BecauSe of tha < relation howevfr Si 

investigations made as to the cost and expenses of 
^ tetephone business by public bodies include an in 
tern' k‘“V 0 nofertoin whether or not the Bell Sys- 
ttFnEnSSSf- md ‘ rectl!r - abnon “ al Profits through 

1 ““nfactnrmg department by making excess!?” 

I 

/ 
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more. 
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REPORT OF THE AMERICAN 
TELEPHONE AND TELEGRAPH COMPANY. 

Th e improvement which has marked previous vears 

M3 914 « nUes ; T P he “?‘, r <™ue for the year was «T 
iXf’oo -49 ’, U ^ w _ hlch were Paid interest, $5,077,- 

$6 m 071 04 r ' * 20 ’ 776 ’ 822 - 12 - The balanc^, 
.XT 71,04 ’ shows an increase, notwithstanding the 

“ dividends due to the exchange of con¬ 
vertible bonds for shares. 


CONVERTIBLE BONDS. 


close of busi ness, December 31 1910 *i 11 
been^haodec^tu^fo 0,0 ^ ^°° - CODVer *'^ e hoads^sold^had 
that daTe $3^4toor TCrS, ° n ’ le “ ViDS ““‘landing a, 


SHAKE CAPITAL. 


Due to the conversion of the bonds, there has been 

S Turinrf’ 860 ’, 300 T “ e omsta ’ d “* share ca“ 
tal. ibis increase has been well distributed The 

number of shareholders, 40,381, on December 31 , 1910 

trihi f • an . mcrease 4 >b58 during the vear. The dis¬ 
tribution is general, there being 40,087 shareholders 

from 1°W0 to 8 5*000 !’° 00 Shar6S each ’ 266 who hold 
5 000 1 5,000 Shares each and 28 who each hold 

5,000 shares or more. The total holdings in blocks of 

SSSsr? r- ,es ! tha f n \° per cem - ° f 

S ' A majority of the company’s stockholders 
are women Less than 8 per cent, of the stock was at 
December 31st in the names of brokers. • 


} 


l 

! 
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ISSUES OF CAPITAL STOCK AND BONDS. 


There has been no issue of share capital during the 
except to exchange for converge bonds. The 
amount of these bonds still outstanding at the tune 
of this report is about $30,000,000. 

Some of the Collateral 4s have been issued m fte 
courTof the year in connection with the propam for . 
rearranging the territory, referred to last year, a I 

°Twm "sCy,' towards the close of the year, 1 
to do some financing, and should condition, remain 

an'issue o^starerapU^to^h^stockholders. ^ The 

ad LaslTear 0 we stated that the 
the nar value of capital issues were over 

The conversion of bonds into stock tonng the 7«r 
has increased this premium account to neary 
$17,000,000. 


geuebax. 


The business of the American Telephone and Tele- 
vrlph Company is largely, but by no means entirely 
+Vm+ nf a holding company. It is an operating com 
panv in that it exercises centralized administrative 
functions over the associated companies and owns and 
directly operates the long-distance lines, binding th 

TtT a dlveTopingtnd manufacturing company by 
reason of^control over the manufacturing of the 

Western Electric Company through the Eri'enmental 
and Engineering Departments and its contract 
tions with and stock ownership m that company. ,• 
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To get a proper comprehension of the business of 
the company as a whole, the combined balance sheet 
and earnings statement on page 11 must be consid¬ 
ered rather than the balance sheet and earnings 
statement of the American Telephone and Telegraph 
Company alone. 

The interest of the American Telephone and Tele¬ 
graph Company in its associated operating companies 
is over 80 per cent., in addition to which it has its own 
earnings. The American Telephone and Telegraph 
Company’s share of the surplus earnings of the Bell 
System is approximately 90 per cent., so that the show¬ 
ing of real interest to the security holders of American 
Telephone and Telegraph Company lies in the figures 
of the Bell System as a whole. 

The combined statements of the Bell System show 
that during the year the property of the whole system 
increased $84,000,000. This includes plant, real estate, 
supplies, tools, stocks and bonds. 

The cash and other liquid assets were reduced by 
$28,000,000. The intangible assets, such as contracts, 
patents, franchises, etc., were reduced by $4,270,000, 
leaving less than $3,000,000 on the books of all the 
companies against these items. 

The net increase in assets, about $52,000,000, was 
provided by an increase in outstanding obligations of 
less than $28,000,000. 


LEGAL. 

The Legal Department reports that throughout the 
country the relations of this company and its associ¬ 
ated companies with the Public Service Commissions 
of the several states have, on the whole, been of a very 
satisfactory character. The Commissions have recog¬ 
nized the fundamental correctness of our methods of 
operating, the soundness of our principles of account¬ 
ing and the fairness of our dealings with the public. 

\ 









There has, consequently, been but little difficulty in 
working harmoniously with these Commissions in solv¬ 
ing the problems which, in a growing business, con¬ 
stantly demand attention. 

In Oklahoma, where our associated company felt 
compelled to disagree with the State Commission, the 
Supreme Court of the State in the so-called Enid case 
has fully sustained our claims. That Court in its 
opinion has made a very valuable contribution to the 
law, recognizing, as it does, that in the telephone busi¬ 
ness large expenditures must be made in the establish¬ 
ment and development of an efficient telephone service 
which do not appear in the plant, but which contribute 
to the value of the business when established. This 
“going value” must always be added to the value of 
the physical plant in determining the investment upon 
which the telephone company is entitled to an income. 
The Court also recognized the necessity in the telephone 
business of making a liberal provision for depreciation, 
not only to provide for the decay and destruction of 
plant, but also to make the changes required to meet 
rapidly growing demands and to furnish the public with 
the improved facilities which the great development of 
the art has made necessary. 

Our associated companies have been quick to respond 
to the public needs with these improved facilities and 
advanced methods of operating. In consequence they 
have had very little litigation with their subscribers 
and have been uniformly successful in such as has 
arisen. 

In the Western Union case the United States Circuit 
Court has affirmed the report of the Master and the 
case will be appealed. Nothing has developed in this 
case which changes our view that the earlier decisions 
in this case were correct and that we have fully ac¬ 
counted for all that was due the plaintiffs under the 
contract of November 10, 1879. 
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PENSIONS AND SAVINGS. 

During the year a great deal of attention has been 

wnnlVi 0 scheme for Pensions and Savings which 
would be of the greatest possible benefit and assistance 
to the employees, and if possible a substantial im- 
pro\ ement on any schemo now in force. 

J he p f. oblem 18 an intricate and complicated one and 
the solution not easy. 

At a conference of all the associated companies it 
was agreed that any plan adopted by the American 
Telephone and Telegraph Company would also be 
adopted by them, making it comprehensive and cover¬ 
ing the Bell System as a whole, so that all changes of 
employees between companies would not affect their 
tensions or Savings benefits. 

In the meantime all cases which would come under 
Pensions or Savings plans will be acted upon individu¬ 
ally by the company, so that in effect so far as the 
employees are concerned the delay does not postpone 
any benefit to them. 


INDEPENDENT AND OPPOSITION COMPANIES. 

r *** res P e °t to the opposition and inde¬ 

pendent telephone systems has been consistently fol¬ 
lowed through the year. Wherever it could be legally 
done, and done with the acquiescence of the public, op¬ 
position companies have been acquired and merged 
into the Bell System. 

Independent companies have been added to the 
System through sub-license or connecting contracts 
1here is no question but that the public are tired of 
dual telephone exchange systems, and that so fast as 
confidence in protection against the real or imaginary 
evils of monopoly increases, opposition against mer¬ 
gers will decrease. 

. T his condition can only be brought about by putting 
before the public the fullest and most detailed infor¬ 
mation as to the company, its policy and purposes. 

y 
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PUBLIC RELATIONS. 

In all times, in all lands, public opinion has had 
control at the last word—public opinion is but the 
concert of individual opinion, and is as much subject 
to change or to education. 

It is based on information and belief. If it is wrong 
it is wrong because of wrong information, and con¬ 
sequent erroneous belief. 

It is not only the right but the obligation of all 
individuals, or aggregations of individuals, who come 
before the public, to see that the public have full and 
correct information. 

The Bell System gained 740,027 subscribers last year. 
Of the total number of subscribers over 1,000,000 
were new during the year. 

The American Telephone and Telegraph Company 
gained 4,558 shareholders last year. Of the total 
number of shareholders many more were new last 
year. 

The excuse for setting forth at great length the 
policy, facts, beliefs and desires of the Bell System 
and those administering it, even to the extent of re¬ 
peating much that has already been said and explain¬ 
ing some things familiar to many, is to inform the new 
public, the new subscribers, and the new shareholders. 

Every fact that is stated is correct. 

Every argument or reason is believed to be well 
founded and based on facts and is intended to be 
impartial. 

The position of the Bell System is well known. 

It is believed that the telephone system should be 
universal, interdependent and intercommunicating, 
affording opportunity for any subscriber of any ex- 
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change to communicate with any other subscriber 
of any other exchange within the limits of speaking 
distance, giving to every subscriber every possible 
additional facility for annihilating time or distance by 
use of electrical transmission of intelligence or per¬ 
sonal communication. It is believed that some sort 
of a connection with the telephone system should be 
within reach of all. It is believed further, that this 
idea of universality can be broadened and applied to 
a universal wire system for the electrical transmis¬ 
sion of intelligence (written or personal communica¬ 
tion), from every one in every place to every one in 
every other place, a system as universal and as ex¬ 
tensive as the highway system of the country which 
extends from every man’s door to every other man’s 
door. 

It is not believed that this can be accomplished 
by separately controlled or distinct systems nor that 
there can be competition in the accepted sense of com¬ 
petition. 

It is believed that all this can be accomplished 
to the reasonable satisfaction of the public with its 
acquiescence, under such control and regulation as 
will afford the public much better service at less cost 
than any competition or government-owned monopoly 
could permanently afford and at the same time be self- 
sustaining. 

The Bell System as at present constituted was 
evolved first through the local exchange. 

In the beginning of the business it was impossible 
to get the necessary capital for development in any 
large amount. In the place of large capital, small 
capital and the optimism of individuals had to be 
utilized. Small capital, large hopes and individual 
effort brought about a development by limiting the 
size of the exchange territory given to each individual 
to his possibilities. In this way the country and 
.Smaller cities were largely developed before much 
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was done in the larger cities. The capital to develop 
New York was estimated at less than $100,000, yet it 
was a long time before even that could be raised. 
Even if it had been possible to raise capital to ex¬ 
ploit the whole country through one company, it would 
have been impossible to use it properly. The business 
was new. Those who constructed and operated it had 
to be educated. The policy of small units and in¬ 
dividual effort, with concentration, application and re¬ 
sourcefulness brought a more rapid development and 
education than could have been had in any other way. 

In this formative period, when the business was 
new, before distant speaking possibilities were shown, 
all communication was local. No two exchanges were 
either equipped or operated on the same lines or 
under the same methods, nor did they need to be; 
sendee, judged by present standards, was poor, but 
satisfied the local use; better service was not known. 
Later development of the toll line, of lines connecting 
exchanges, and of long-distance service made the de¬ 
ficiencies of the service glaring and the necessity of 
improvement imperative. 

It will be remembered by many when the long-dis¬ 
tance service was first introduced special connections 
had to be built for the users; now every telephone 
station or line can be equally well used for long-dis¬ 
tance speaking. 

With the extension of the speaking limits of the tele¬ 
phone over connecting lines came also the necessity 
for the extension of the territorial limits of the ex¬ 
change systems, the necessity of standardization, uni¬ 
formity of apparatus and operating methods, and an 
effective common control over all. The necessity for 
system was the beginning of the Bell System. 
The combination of the separate exchanges and lines 
into larger aggregations or organizations followed. 
It was necessary to have more effective organization 
with more effective administration and management* 
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and with resources sufficient to make the changes 
which experiment and experience had found neces¬ 
sary. 

It is impossible to define the territorial limitations 
of a telephone system because from every exchange 
center communication is wanted up to the talking 
limits in every direction. 

This process of combination will continue until all 
telephone exchanges and lines will be merged either 
into one company owning and operating the whole 
system, or until a number of companies with terri¬ 
tories determined by political, business or geograph¬ 
ical conditions, each performing all functions per¬ 
taining to local management and operation, will be 
closely associated under the control of one central 
organization exercising all the functions of central¬ 
ized general administration. But whatever may be 
the form of the operating organization, there is bound 
to be for legal purposes and the holding of franchises, 
some sort of subordinate state organization which will 
bring the business and property in each locality under 
the jurisdiction of the state in which it is situated and 
operated. 

The American Telephone and Telegraph Company, 
which is the owner of all or part of each company 
forming the Bell System, is not simply a holding 
company. It is not a combination that has eliminated 
competition between the companies controlled by it. 
There can be no rivalry or competition between local 
exchanges in adjacent territory. Those desiring the 
service of exchanges in adjacent territory in addi¬ 
tion to their own can get it much better and cheaper 
through their local exchange. To give direct indi¬ 
vidual wires from one exchange territory into 
another would be impractical from the multiplica¬ 
tion of lines and prohibitive on account of cost. 
The American Telephone and Telegraph Company 
{is a centralized general administration for all the 

< » 

\ 

i 

! 











26 


companies. It does the financing for the extension 
of the business. It furnishes the engineering, oper¬ 
ating and other experts. It maintains a productive 
and protective organization so far as patents are con¬ 
cerned. It defends all the companies against all in¬ 
fringements. It undertakes to bring about improve¬ 
ments by working out the ideas and suggestions of 
others, both in and out of the business. Its agents 
keep each company fully informed of all that is going 
on in the field. It avoids all duplication of efforts, 
of experiments, of trial of new methods, apparatus, 
etc. It looks after the public relations of the com¬ 
panies. In other words, it performs all that service 
which is common to all, leaving to the local companies 
the local management. The organization is not unlike 
that of the United States, each local company occupy¬ 
ing its own territory and performing all local func¬ 
tions, the American Telephone and Telegraph Com¬ 
pany binding them all together with its long-distance 
lines and looking after all the relations between the 
local companies and between local companies and other 
companies. To have developed the telephone industry 
to its present state of efficiency would have been 
beyond the ability of any one of the local companies. 

All independent systems which have been started 
have more or less followed the same lines, but within 
restricted areas, whether built by one company or in¬ 
terest, or by several. First, the local exchange, then 
the toll line to outlying points, and then the long-dis¬ 
tance line connecting with other independent ex¬ 
changes, tieing them together to form a system afford¬ 
ing facilities for communication between the subscrib¬ 
ers of one exchange and the subscribers of the other, 
but limited in scope, and without the community of in¬ 
terest necessary to a common system. 

In other words we have the Bell System on the 
one side, developed on the lines of a universal, inter¬ 
communicating and interdependent service. Wej 
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have the opposition on the otheic side, segregated ex¬ 
changes or limited systems without universality, in¬ 
complete and inefficient, neither interdependent nor 
intercommunicating, except to a limited extent. 


Corporate Organization and Combination. 

There is nothing of greater common interest, noth¬ 
ing which is exciting more comment and discussion 
at the present moment, than the questions of state con¬ 
trol of corporate organizations and of combinations, 
especially of those controlling public utilities. 

Corporate organization and combination are the 
necessary and logical solution of the problem of caring 
for the wonderful development which has been going 
on all over the world, and particularly in this country, 
in the recent past. 

Combination only can cope with that industrial 
development of the present time which is far beyond 
the scope of individual effort or capital. In those 
good old times, one man, with his own capital, could 
carry on even the largest operations. The margin of 
profits due to low wages and large selling prices 
enabled the owners of such individual establishments 
to live and enjoy the best to be had in those times, 
and amass fortunes—fortunes relatively as large as 
any of the present—from an amount of gross busi¬ 
ness, the profits from which today would not be suf¬ 
ficient to pay the wages of a shop superintendent. 

The development of the arts, the necessity of ex¬ 
tensive laboratories and experimental departments, 
with technical staffs competent to keep abreast of 
modern progress and find out how to utilize all of 
everything, the large gross production at small 
margin of profit, the large capital requirements neces- 
) sary to conduct business on these lines; all these 
place modern industrial enterprises either beyond the 
'.financial ability of any one individual, or far beyond 
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the amount that any one individual wishes to have in 
any one venture. 

Without attempting to discuss the history or evolu¬ 
tion of “Company,” “Corporation,” or “Monopoly,” 
and similar organizations or combinations of trade, it 
can be said that the first and oldest step towards cor¬ 
porate organization was partnership. Corporate 
combination is but a partnership wherein the partners 
are represented by shares held in various amounts by 
the various investors. 

These corporate organizations and combinations 
have become a permanent part of our business ma¬ 
chinery; the public would not, if it could, abolish 
them. 

Who would ever consent, or would the require¬ 
ments of business allow, that the railroads between 
the great sections of our country revert to the inde¬ 
pendent lines that once existed, with all the conse¬ 
quential delays, inconveniences and disadvantages to 
traffic and travel? Who would be content if the tele¬ 
graph business should be carried on by the transfer 
of messages from one to another of the numerous 
companies, formerly independent, but now combined 
and giving direct transit over the whole country? 

That there has been in large measure reason or 
cause for the existing unfavorable public opinion as to 
corporations, trusts and combinations, is beyond ques¬ 
tion, but it does not follow that there is reason or 
cause for the wholesale denunciation and condemna¬ 
tion of all corporations, trusts and combinations. Nor 
does it follow that all that is bad is centered in or con¬ 
fined to those prominent in the public eye. 

Many of the practices most severely condemned are 
but the amplification or continuance of practices 
or customs common in the current affairs of business, 
practices or customs which were not wrong in them¬ 
selves, but wrong in the abuse of them. 

Public utility corporations and other combinations 
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hare too frequently assumed that new laws and regu¬ 
lations were disastrous and ruinous without first giv¬ 
ing them a fair trial, and legislators too often have 
displayed an ignorance or disregard of existing laws, 
spreading the idea that new legislation was a cure- 
all for any undesirable condition, while it was often 
only a political play, and the enforcement of the exist¬ 
ing laws was utterly neglected. The results have 
been bad. While business will adjust itself to any 
condition if given time and opportunity, sudden 
change of conditions will result in disaster to some in¬ 
terest, but not as a rule to those at which the change 
was aimed. 

There is too little consideration given to the fact, 
based on all experience, that no one interest can per¬ 
manently prosper unless all other interests are in a 
prosperous condition, aud to the fact that any sudden 
change in existing conditions will always be taken 
advantage of by some one interest to the detriment 
of other interests in general. 

The proper use of corporate organization or com¬ 
bination under proper regulation or control cannot be 
objected to. 

What is and should be condemned, prevented and 
punished, is the abuse made of corporate machinery to 
the detriment of public welfare and such abuse as has 
been and is being practised so extensively for purely 
speculative and oftentimes swindling enterprises. 

It is largely this abuse by professional speculative 
promoters and swindling security vendors, mostly on 
a comparatively small scale, not in any way associated 
or connected with the general business organizations 
or systems, that has been the cause of most of the 
popular odium surrounding this necessary machinery 
of business. It does not seem possible that the only 
way of reaching such offenders is through penalties 
for “misuse of the mails,” but however or by whom¬ 
ever the remedy is applied, he who does it should re- 
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ceive the heartiest thanks and appreciation of the 
community. 

The large corporate combinations which often in 
popular opinion are supposed to be owned or wholly 
controlled by some one man or some few men, are, 
in fact, made up of thousands and tens of thousands 
of silent partners, the shareholders, who are the real 
owners. The existence of these real owners, these 
shareholders, is often obscured in the shadow of some 
one or more individuals who dominate these com¬ 
panies, not by large ownership, as popularly believed, 
but by administrative and operating aggressiveness 
and successful management. The shareholding 
owners are in the aggregate very numerous and, in 
any other country than America, would be frequently 
in evidence and heard from, would always take an 
active part ; ~ : pation in all meetings, annual or special, 
and would in that way protect themselves and their 
holdings by associating the corporation or combin¬ 
ation in the minds of the public with the particular 
and separate individual ownerships, or interests in 
them. In this way that same protection, recognition 
or consideration, to which all interests, whether in¬ 
dividual or corporate, are alike entitled, would be 
assured. 


Public Utilities. 

THE “served” AND THE “SERVERS.” 

Under the existing conditions the corporations or 
combinations represent the “servers.” To the share¬ 
holders, dividends represent good management and 
desirable investment, but to many of the community, 
the community that is “served,” profits which in in¬ 
dividual enterprise would be considered reasonable 
are unreasonable and forced out of their pockets by 
unscrupulous management or illegal or dishonest prac¬ 
tices. 

The contest between the “served” and the 
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“servers,” the “producer” and the “consumer,” be¬ 
tween “he-who-has” and “he-who-has-not,” has been 
going on from the dawn of civilization, from the time 
when some one had more of some one thing than he 
wanted, while another had none, or less than he wanted. 

From time immemorial efforts have been made in 
some way to control or restrict any accumulation, in 
the hands or in the uncontrolled possession of any 
individual or set of individuals, of those things which 
had become necessary to public wants, and to prevent 
necessities from in any way getting outside that con¬ 
trol which natural competition, or the law of supply 
and demand under normal conditions exercises. 

There has always been and will always be the laud¬ 
able desire of the great public to be served rightly, 
and as cheaply as possible, which sometimes selfishly 
degenerates into a lack of consideration for the rights 
of those who are serving. 

On the other hand there has always been the laud¬ 
able desire of the “server,” or the producer, to get 
a profit for his service or production, which some¬ 
times degenerates into a selfish disregard or lack of 
consideration for those who are served. 

This conflict, which originated with the first com¬ 
mercial transaction or exchange, has continued ever 
since and will continue to the end of time. 

Until the state, or conditions under which society 
was organized, began to be complex there were very 
few things which were not and could not be regulated 
by the law of supply and demand, the law of sub¬ 
stitution of one article for another in case of scarcity, 
or by the laws of competition. In the simple life, 
which was with the masses of the people until very 
recent years enforced, and is with all laudable, there 
were few articles which were in themselves neces¬ 
sities, and of these very few which did not have 
alternative articles of use, or substitutes, and, in fact, 
j there was little that was not produced by the local 
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community or by the family. Those few things which, I 

in the growth of civilization, and particularly by the 1 

increase of urban population, were of general use and 
necessity for all, those few things in which the masses 
of the public had an interest in receiving regularlv 
and reasonably, soon became the object of control or 
regulation, and here was the beginning of and reason 
for state control and regulation or state ownership. 

Public Control. 

Public control or regulation of Public Service Cor¬ 
porations by permanent commissions, has come and 
come to stay. Control or regulation exercised through 
such a body has many advantages over that exercised 
through regular legislative bodies or committees. The 
peimanent commission will be a quasi-judicial body. 

It should be made up of members whose duty it will be 
and who will have the desire, the time and'the oppor¬ 
tunity, to familiarize themselves with the questions 
coming before them. It should act only after thorough 
investigation and be governed by the equities of each 
case. It would in time establish a course of practice 
and precedent for the guidance of all concerned. 

Experience also has demonstrated that this “super¬ 
vision” should stop at “control” and “regulation” 
and not “manage,” “operate” nor dictate what the \ 
management or operation should be beyond the require¬ 
ments of the greatest efficiency and economy. 

Management or operation requires intimate knowl¬ 
edge and experience which can only be gained by con¬ 
tinuous, active and practical participation in actual 
workmg, while control or regulation can be intelli¬ 
gently exercised, after judicial hearing, by those who 
have not the knowledge or experience to operate. 

State control or regulation should be of such char¬ 
acter as to encourage the highest possible standard t 
m plant, the utmost extension of facilities, the highest \ 
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efficiency in service, rigid economy in operation, and 
to that end should allow rates that will warrant the 
highest wages for the best service, some reward for 
high efficiency in administration, and such certainty 
of return on investment as will induce investors not 
only to retain their securities, but to supply at all 
times all the capital needed to meet the demands of 
the public. 

Such “control” and “regulation” can and should 
stop all abuses of capitalization, of extortion or of 
overcharges, of unreasonable division of profits. 

If there is to be state control and regulation, there 
should also be state protection—protection to a cor¬ 
poration striving to serve the whole community (some 
part of whose service must necessarily be unprofit¬ 
able), from aggressive competition which covers only 
that part which is profitable. 

Governmental control should protect the investor as 
well as the public. It should ensure to the public good 
service and fair rates. It should also ensure fair 
returns to the investor. 

A public utility giving good service at fair rates 
should not be subject to competition at unfair rates. 

It is not that all competition shou’d be suppressed, 
but that all competition should be regulated and con¬ 
trolled. That competition should be suppressed 
which arises out of the promotion of unnecessary du¬ 
plication, which gives no additional facilities or service, 
which is in no sense either extension or improvement, 
which without initiative or enterprise tries to take ad¬ 
vantage of the initiative and enterprise of others by 
sharing the profitable without assuming any of the bur¬ 
den of the unprofitable parts or which has only the sel¬ 
fishly speculative object of forcing a consolidation or 
purchase. 

State control and regulation, to be effective at all, 
should be of such a character, that the results from the 
operation of any one enterprise would not warrant 









34 


the expenditure or investment necessary for mere 
duplication and straight competition. In other words, 
the profits should not be so large as to warrant dupli¬ 
cation of capitalization in the competition for the same 
business. 

When thoroughly understood it will be found that 
‘control” will give more of the benefits and public 
advantages, which are expected to be obtained by 
state ownership, than could be obtained through such 
ownership, and will obtain them without the public 
burden of either the public office-holder or public debt 
or operating deficit. It is conceded that as a rule pri¬ 
vate management is better, more economical and more 
efficient than public management, and much more ad¬ 
vanced and enterprising. The economical margin be¬ 
tween public and private management has been shown 
by experience to be more than sufficient to secure the 
best private administration. 

When through a wise and judicious state control and 
regulation all the advantages without any of the disad¬ 
vantages of state ownership are secured, state owner¬ 
ship is doomed. 

State control of public utilities should not prevent 
progress, should be sufficiently unrestricting to en¬ 
courage the introduction and demonstration of the 
value of any new or novel enterprise, and should 
allow sufficient reward for the initiative, enterprise, 
risk and imagination of the adventurers behind such en¬ 
terprises. It should discriminate between the use¬ 
ful adventurers or promoters, pioneers in fact, and 
those pirates or sharks who, on the strength of other 
successes, extravagantly capitalize undeveloped ideas, 
and exchange the worthless securities for the savings 
of deluded and credulous investors. Corporate control 
and restriction should always exist to a sufficient de¬ 
gree to prevent such speculative promoting, and such 
stock-jobbing schemes. 

. The regulation or control of any new or novel thing 
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which is a mere convenience and not a necessity can 
be left largely to the laws of trade; such a thing, if 
offered, must be offered at a price acceptable to the 
public, who are the customers, at a price which in 
the opinion of the purchaser leaves him a margin 
of profit either in convenience or enjoyment. Under 
such control private initiative can be depended upon 
for the introduction of everything believed to have pos¬ 
sibilities. 

The combination of the promoter, investor and 
capitalist, with their imagination, personality, optim¬ 
ism and desire, has been at the bottom of every de¬ 
velopment of every kind or nature which has bene¬ 
fited the human race in the way of utilities, and still 
is the only way in which new utilities can be devel¬ 
oped. Whenever any great works have been under¬ 
taken by governments they have been on lines of old 
development, based on experience of that which has 
been developed by the persistent genius and applica¬ 
tion of some individual or group of individuals. 

State control or regulation, to be effective, should 
when exercised, be accepted and acquiesced in by the 
public. If all the decisions not in exact accord with 
the. desire or contention of the public are condemned, 
if it is expected and required that all decisions be 
against the utilities controlled, if politics and political 
effect are to govern decisions, if decisions go for noth- 
ing with, and are not respected by the public, failure 
and disappointment are bound to follow, self-respect¬ 
ing men. will refuse to act, the standard of appoint¬ 
ments will fall and state control and regulation will be¬ 
come a disgrace, and the evils which it was intended to 
correct will multiply. 

If any company gives good service, meets all the 
reasonable demands of the public, does not earn more 
than sufficient to provide for the maintenance of its 
plant up to the latest standard and for recon¬ 
struction of plant when worn out or obsolete, pays 
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only fair dividends to its shareholders-if a company 
is only doing this its rates and charges to the public 
cannot be unreasonable. 


Competition vs. Control, or Regulation. 


Effective, aggressive competition, and regulation 
and control are inconsistent with each other, and can¬ 
not be had at the same time. 

Control or regulation, to be effective, means pub¬ 
licity: it means semi-public discussion and considera¬ 
tion before action; it means deliberation, non-dis¬ 
crimination; it means everything which is the opposite 
of and inconsistent with effective competition. 

Competition—aggressive, effective competition- 
means strife , industrial warfare; it means contention; 
it oftentimes means taking advantage of or resort¬ 
ing to any means that the conscience of the contest¬ 
ants or the degree of the enforcement of the laws wil 
permit. To make competition effective great and un¬ 
controlled latitude of action is necessary; action must 
be prompt and secret. 

Aggressive competition means duplication of plant 
and investment. The ultimate object of such com¬ 
petition is the possession of the field wholl> or pa - 
tially; therefore it means either ultimate combination 
on such basis and with such prices as will cover past 
losses, or it means loss of return on investment, and 
eventual loss of capital. However it results, all costs 
of aggressive, uncontrolled competition are eventual 3 
borne, directly or indirectly, by the public. 

Competition which is not aggressive, presupposes 
co-operative action, understandings, agreements^ 
which result in general uniformity or harmony of 
action, which, in fact, is not competition but is combina¬ 
tion, unstable but for the time effective. 
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Competing Exchanges. 

Two local telephone exchanges in the same com- 
munity are regarded as competing exchanges and tlip 

pearing^dea^h ?!? dual , service onl 7 ^ the fast disap- 
P • g d t , hat throu ^ h competition in the telephone 

andTffip^ me b6 n efit may be Gained both as to rate 
or a Ro+i f° ^ om P e t 1 tion means that the same thing, 

h“ f r t0ry SUb8tltute ’ is °ffered. In this sense 
there can be no competing exchanges unless each ex- 

change has substantially the same list of subscribers 
which is in itself inconceivable. suoscrmers, 

It is not telephone service per se that an ex¬ 
change affords; it is a particular, definite telephone 

bet T een two P e °P ]e which can only be 
given between two parties connected with the same 
exchange or the same system. Each of the several 
ependent exchanges in the same community offers 
you telephone service, but telephone service only with 
its particular list of subscribers. 

Opposition exchanges compete in the same way as 
do two street railway lines, each starting in the center 
ot the city, running a short distance through the same 
mam street, and then branching off, each supplying 
an entirely different district of the city. Those^veh 

Zl Sf ^ P ° mt t0 P ° int on the main ^reet can 
" ® r r lm ?£ pay . one fare ; there is to this extent 

r^-7 th ? e u a choice - Beyond that, to reach 
the other districts, there is no choice, there is no com¬ 
petition; one line or the other must be taken, depend- 
1D ? ° athe P artlcul ar district wished to be reached. 

n t le case of the street car service, payment is 
made only to the line used, when used. 

To be in a position to obtain full telephone service 
wnere there are opposition exchanges, subscriptions to 
all are necessary. 

/ In all other opposition utilities, to get the full 
service one or the other is paid—not both. 







As before said, the purpose and object of an ex¬ 
change is to afford a direct speaking circuit between, 
parties at points distant from each other, to afford a 
highway for personal communication between any two. 
The exchange gives nothing fcut that connection, does 
nothing but provide that highway of communication, 
and place it at the service of the two parties desiring to 
communicate. The actual communicating is done by 
the parties themselves over this circuit placed at their 
exclusive service for the time being. To get this serv¬ 
ice, however, both parties must be connected with the 
same system; if not, the telephone circuit between the 
two parties cannot be made. 

In two exchanges each having 2,000 subscribers, 
Messrs. A, B, C, D, E, F, G, H, I, J, K, L, M, N are 
connected with one, and Messrs. A, B, C, 0, P, Q, R, 
S, T, U, V, X, Y, Z, connected with the other. Messrs. 
A, B, and C can use either exchange to connect with 
each other, but to connect with each other one ex¬ 
change with one subscription and with but one pay¬ 
ment would be sufficient. This is not competition; 
this is duplication. 

Messrs. A, B, C can connect with all the others on 
both exchanges only by two subscriptions and two 
payments. There is no choice; there is no com¬ 
petition. 

Any competition between opposition exchanges is 
confined to obtaining new subscribers—to increasing 
their subscription lists. Neither the same thing nor 
what could possibly be called a substitute is offered. 
Each exchange affords that connection between the sub¬ 
scribers on its particular list and that is all—between 
Messrs. A, B, C, D, E, F, G, H, etc., or between 
Messrs. A, B, C, 0, P, Q, R, S, T, etc. A subscription 
to only one exchange is of no benefit when a con¬ 
nection with the other exchange is wanted, subscrip¬ 
tion to the other exchange is also necessary. This 
is not competition in any beneficial or any other sense. 
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When anyone decides to become a subscriber to an 
exchange he does not go to the one which offers any 
other inducement than the ability to connect with the 
people with whom it is the habit or necessity of the 
person subscribing to communicate. If it is his habit 
or necessity to communicate with some or all of those 
on both exchanges, subscriptions to both exchanges 
are necessary; in other words to get the advantage of 
complete local telephone service in a community, sub¬ 
scription to every local exchange in that community is 
necessary. 

The fundamental idea of the Bell System is that 
the telephone service should be universal, intercom¬ 
municating and interdependent; that there are 
certain people with whom one communicates fre¬ 
quently and regularly, there are a certain few with 
whom one communicates occasionally, while there 
are times when it is most necessary to get communi¬ 
cation with some other one, who, until the particular 
necessity arose, might have been unknown and un¬ 
thought of. It is this necessity, impossible to prede¬ 
termine, which makes the universal service the only 
perfect service. 

On the assumption that a perfect telephone system 
must afford this direct highway of communication be¬ 
tween any two desiring to converse, this system must 
reach everyone; must be universal, comprehensive. To 
the extent that any system does not reach everyone it 
is not perfect; to the extent that any system does not 
i each everyone, it is not in competition with the one 
that does ; and to the extent that both systems reach 
everyone it is merely duplication; it is not competition. 

Two exchanges may compete for subscribers, but 
not by offering the same list of subscribers; it would 
be impossible to keep the list of subscribers to any two 
opposition exchanges the same. One may offer a more 
desirable list of subscribers from your point of view 
than the other, therefore you will subscribe to that 
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one, but if both offer an equally desirable list of sub¬ 
scribers to you then you must choose between them, or 
you must subscribe to both exchanges. 

One may call the carriage industry and the auto¬ 
mobile industry competing. They are in a sense, or 
one is a substitute in a very general sense for the 
other. One might say the wholesale or retail flour 
merchant and the rice merchant are competing, as one 
is a substitute for the other, but two exchanges offer¬ 
ing different lists of subscribers are not competing 
even in that sense, as neither is a substitute for the 
other, in that on one you may have communication 
with certain people, and on the other with certain 
other people; therefore they are not competing. 

Two exchange systems in the same place offering 
identically the same list of subscribers, if such a thing 
can be imagined, are as useless as a duplicate system.of 
highways or streets in a village not connecting with 
each other, but each reaching all the residents. 

Physical Connections. 

Physical connection. What is meant by it? And 
what object is it intended to accomplish ? 

Where there are two or more so-called competing 
local telephone exchanges in the same territory, each 
offers a particular service; each offers a connection 
with its particular list of subscribers. 

Physical connection would connect these separate 
exchanges by trunk lines the same as exchanges be¬ 
longing to one system are connected. 

This in itself would be an easy matter in many 
cases, and would allow the subscriber to one local 
exchange speaking connection with the subscribers to 
the other local exchanges. A fairly satisfactory serv¬ 
ice could be given if all of the exchanges had the same 
general style of equipment, uniform operating meth¬ 
ods, and if harmony and concert of action between the 
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operators of entirely independent and rival exchanges 
could be assured. 

But what has been accomplished? You have en¬ 
abled any subscriber to any exchange to communicate 
with any subscriber to any other exchange. You have 
not avoided the objectionable duplication. You have 
not given service to all the exchanges for one subscrip- 
tion. This can only be done through merger or com¬ 
bination, not by physical connection. Physical connec¬ 
tion implies separate and independent entities. For the 
privilege of this physical connection with the other 
exchanges the subscriber to any one of the exchanges 
must pay. This payment or toll must be more or less 
the equivalent of what the regular subscribers pay, 
otherwise there would be discrimination. 

If the equipment and the operating methods of the 
opposition or independent exchanges physically con¬ 
nected are different, the service is bound to be un¬ 
satisfactory. No one of the exchanges can have any 
control over the operators of the other exchanges. 
There is bound to be strife and contention between the 
operators, resulting in delays and poor service. Each 
exchange must necessarily give preference and atten¬ 
tion to its own service. 

From the standpoint of local telephone exchange 
service, therefore, there can be nothing to gain from 
physical connection, either in economy or quality of 
service. 

The most important matter to consider in connec¬ 
tion with physical connection, the one that has the 
greatest bearing on the subject, is the character of 
such physical connection between telephone ex¬ 
changes, and wherein it differs from regular exchange 
of service or physical connection between other public 
utility companies. 

A telephone exchange does not furnish a com¬ 
modity, does not transport goods, nor does it trans¬ 
mit messages. 
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What the telephone exchange does is to place at the 
disposition of any subscriber a telephone circuit, con¬ 
sisting of two wires, connecting such subscriber with 
another person at a distant point. This circuit enables 
them to carry on speaking communication with each 
other; it must be continuous and unbroken; it is for 
their exclusive use and while the circuit is at their 
service it cannot be used by any others desiring to com¬ 
municate, or for any other telephone purpose. The em¬ 
ployes of the exchange render no other service than 
selecting and connecting the wires together to form this 
circuit, and putting the parties in communication. To 
do this, and do it satisfactorily, the operators making up 
the circuit must have absolute control of the wires 
necessary for these circuits over the whole distance be¬ 
tween the points of communication; that is, the oper¬ 
ator at the starting point must have either control of 
or perfect working unity and harmony of action with 
all the operators of all the trunk lines and exchange 
lines necessary for this circuit. 

These conditions can only exist where there is a 
strong, common interest or control. 

Physical connection between independent or oppo¬ 
sition exchanges means, therefore, the placing of the 
wires necessary to give it effect out of the control for 
the time being of the owning company and under the 
control of a competing, opposition company, to enable 
that competing, opposition company to give its sub¬ 
scribers the use of property, equipment, facilities, 
operating staff, other than its own, and for the time 
being depriving the owning company and its sub¬ 
scribers of the use of such facilities. 

Physical connection demands the exclusive use of an 
integral part of the property and facilities and operat¬ 
ing staff of one company for the customers of a com¬ 
peting company, no matter how urgent may be the own¬ 
er’s necessity for the immediate use of such property 
and facilities, nor how small the surplus facilities be¬ 
yond the owner’s requirements. 
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If the service consisted of carrying packages or 
transmitting messages along with other packages or 
other messages, or hauling cars to their destination, 
or accepting through tickets or transfers from con¬ 
necting or cross lines of travel, it would be very 
different. In such cases the property, facilities and 
operation remain in the control of the owning com¬ 
pany or its operating staff; no property intended for 
tne benefit of the customers of one company is put to 
the exclusive use of another company; all that is done, 
is the same as is done with and for all comers. The 
package or passenger is carried, or the message trans¬ 
mitted, to its destination at the convenience of the 
company, along with other packages or messages. 

So far we have considered only the local exchange, 
physical connection between independent or oppo¬ 
sition telephone systems or between an independent 
local exchange and a telephone system presents not 
only the same but many more complications, and is 
tar more objectionable. 

To better understand what is meant by physical con¬ 
nection and what it is meant to accomplish, a knowl- 
edge of the evolution and development and policy of 
the Bell System is necessary, and what that policy'and 
belief is. 


Repeating what has been said above, it believes that 
tne telephone system should be universal, interde- 
pendent and intercommunicating, affording oppor¬ 
tunity for any subscriber to any exchange to com¬ 
municate with any other subscriber of any other ex¬ 
change within the limits of speaking distance, giving 
to every subscriber every possible additional facility 
for annihilating time or distance hy use of electrical 
transmission of intelligence or personal communica¬ 
tion. It believes that some sort of a connection with 
the telephono system should be within reach of all. 

This is what the Bell System aims to be—one 
system with common policy, common purpose and 
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common action; comprehensive, universal, interde¬ 
pendent, intercommunicating; like the highway system 
of the country, extending from every door to every 
other door; affording electrical communication of 
every kind, from every one at every place to every 
one at every other place. 

To create this system has been the policy of the 
Bell interests from the beginning. It is the only 
way by which a satisfactory telephone service—satis¬ 
factory to the public or profitable to its owners—can 
be maintained. 

The Bell System as established is as advanced and 
extended as the country as a whole will warrant. Its 
policy of extension carries it a little in advance of the 
public demands. In any effort to cover the whole 
country many unremunerative exchanges and toll lines 
have to be constructed and operated. Some of these 
will in time become remunerative; some never will, 
and those, for the benefit of the whole system, will 
have to be carried at the cost of the whole system. 

Most of the opposition exchanges have been built 
up in a selected territory with capital obtained by the 
promise of, or in anticipation of large profits; as a rule 
capitalized far in excess of the plant value or con¬ 
struction cost. Subscribers have been obtained by 
promises of improved service at low rates. Many of 
such exchanges owe what success they have, where 
there is any success, to personal local influence or in¬ 
terest. Many, if not all, have been a disappointment. 
The day of local telephone exchanges or limited tele¬ 
phone systems has gone. This is recognized and fully 
appreciated by those who have exploited or are operat¬ 
ing them. 

The idea of physical connection is bom of a desire 
to get for these local and isolated competing or op¬ 
position exchanges or these comparatively limited ex¬ 
change systems, the advantage of the more extensive, 
comprehensive Bell System. To get for the subscril^- 
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ers of these so-called competing, opposition exchanges 
the connections which their own systems do not give 
them, to get for their subscribers all the advantages 
enjoyed by subscribers of the Bell exchanges by giving 
them the use of a part of the Bell System. 

Physical connection would force the Bell System 
to place at the disposal of and under the control of 
any opposition company, Philadelphia for instance, 
for the time being, one of its circuits from Chicago to 
Philadelphia, to connect that Bell circuit with the cir¬ 
cuits and system of the opposition company and dis¬ 
connect it, for the time being, from the circuits of the 
Bell System. 

This is not carrying packages or transmitting mes¬ 
sages for the subscribers of the opposition Philadel¬ 
phia exchange; it is turning over to that exchange for 
the use of its subscribers the property of the Bell Sys¬ 
tem. 

The fact that the opposition exchange could get such 
facilities would enhance its importance at the expense 
of the Bell System. 

Physical connection would force the comprehensive 
Bell System, which has been built up with foresight 
and enterprise and is being maintained in its complete¬ 
ness at the cost of maintaining unremunerative ex¬ 
changes and unremunerative lines, to turn over to, and 
put under control of, any opposition system for its use 
and benefit, for the time being, a physical part of the 
property of the Bell System and at the same time de¬ 
prive the subscribers to the Bell System of the use of 
such property. Physical connection would oblige any 
system to construct and maintain surplus facilities and 
employ a surplus staff of operators for the benefit of 
any so-called competing or opposition—but less enter¬ 
prising—company. 

No possible compensation would be adequate for 
such service or such deprivation. 

One of the arguments for physical connection is that 
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it will stop duplication. How? All agreements as to 
territory, rates or character of opposition; all arrange¬ 
ments which would come under the head of combination 
or pooling; all understandings or anything that would 
be equivalent to consolidation or combination, must be 
eliminated; this is not what is meant by and is not a 
part of, physical connection. Leaving all understand¬ 
ings out of consideration what effect would physical 
connection have on the local opposition exchanges? 
Neither exchange could stop competing for subscrib¬ 
ers. The exchange that did would soon dwindle to a 
point of absolute undesirability; in other words, to a 
point where the subscription list would offer no induce¬ 
ments to others to join. Consequently activity must 
be maintained, each exchange making every effort not 
only to retain all on its list of subscribers but to add 
more. The same territory must be covered, the con¬ 
sequent duplication of conduits, pole lines, central and 
branch offices must continue; in fact the strife or com¬ 
petition would have to be more severe. 

It is claimed that physical connection would bring 
about one system, where any one telephone subscriber 
could obtain connection with any other telephone sub¬ 
scriber within the limits of possible communication. 
With physical connection that would be the case, after 
a fashion, but what kind of a system would it be? It 
would be imperfect in that it would still be a dual sys¬ 
tem, with dual charges, made up of heterogeneous units 
of exchanges and lines, operated under independent 
managements with different operating methods and in¬ 
terests, with no common control over operators, with¬ 
out which service can not be satisfactory; in fact with 
all those imperfections that it has taken the Bell in¬ 
terests years to correct—imperfections which can be 
removed only by combination, agreement, understand¬ 
ing, which would be in effect consolidation. 

Such demand as there may be for physical connec¬ 
tion from opposition exchanges is a recognition of supe- 
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rior facilities and comes from a desire to get the bene¬ 
fits of those superior facilities. 

So far as it comes from the public it is an expression 
of weariness with dual service or so-called competition. 

Is there anything in practice, law or precedent that 
can compel one system, built upon a comprehensive 
basis, and trying to meet all the requirements of the 
public, to turn over its physical property for the use 
of so-called competitors—opposition exchanges built in 
selected territory with selfish views or motives? Is 
there anything to compel one to share the prosperity of 
a business created by enterprise and advanced policy 
with those who wish to appropriate the benefits of such 
work? Can any public utility company be compelled to 
divest itself of the operating control of its own property 
which was created for and may be needed at any time 
in the conduct of its own business? This is not the 
kind of interchange of business contemplated by 
the rules governing common carriers. It is not co¬ 
operation. It is pure and simple confiscation. 
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TELEPHONE AND TELEGRAPH. 


The relations between the telephone system and the 
telegraph system are complementary. 

Telephone service is furnishing for the personal use 
ol the public an electrical circuit for personal com¬ 
munication between distant points. Nothing is carried 
by the telephone company, no commodity furnished 
nothing transmitted by its staff, and nothing done ex- 
cept to make up a direct circuit between, and place it 
at the disposal of, the parties. 

It annihilates distance in that it brings parties at dis- 
tant points into speaking distance with each other. 

Telegraph service is the electrical transmission, by 
the operating staff of the telegraph company of writ¬ 
ten communications for others. 

It annihilates time in that it instantaneously trans¬ 
mits written messages between different points. 

The telephone provides something to be used by 
the public themselves. 

The telegraph performs a distinct service for the 
public. 

A telephone “circuit” consists of two copper wires 
ot superior construction, arranged in a particular rela¬ 
tion to each other, forming a metallic circuit equipped 
with auxiliary apparatus, loading coils, etc., connected 
with a switchboard—all very complicated and elaborate. 

A telegraph “circuit” consists of one wire at most— 
a grounded circuit. This wire can be divided into sev¬ 
eral distinct “circuits.” 

A telephone “circuit” cannot be used for telephone 
purposes by any but the two parties in communication 
during the time of such communication, but the same 
telephone “circuit” can, at the same time it is being 
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used for telephone service, be divided into two, four or 
even eight telegraph “circuits,” each of which can be 
used for the transmission of telegraph messages. 

While the existing telephone toll and long-distance 
lines can be used for telegraph purposes, the existing 
telegraph lines cannot be used for telephone toll and 
long-distance purposes until reconstructed and ar¬ 
ranged as described above. 

There are two factors which determine the cost of 
both services—Plant Cost and Operating Cost. 
The total of these costs must be distributed over 
the actual service performed, and the cost of each 
item of service, whether telephonic communication or 
telegraph message, varies directly with the total 
amount of that service. The more the capacity of the 
plant in service is utilized the less the cost of each par¬ 
ticular item of service. 

The plant cost is the fixed charge on capital invested 
in plant, the cost of its maintenance and the deprecia¬ 
tion reserve. 

The operating cost is more or less a constant initial 
charge on each item of service, i. e., telephone connec¬ 
tion or telegraph message. In the telephone service 
it is the cost of the time of the operators in putting up 
the circuit or connection for the use of the parties, and 
getting them into communication with each other. It 
is relatively small in that one set of operators can care 
for a number of circuits. In the telegraph service 
there is a large constant initial cost, for each message, 
made up of the cost of the skilled and expert operators 
on each circuit, offices with clerical and messenger staff 
for the collection and delivery, receiving, recording and 
preparing messages for transmission, insurance against 
mistakes in transmission or delay in delivery, etc.* 

• NOTE. It seems unreasonable that a telegraph company should have 
a possible liability of many thousands of dollars for a single message at 
ordinary rates. There is no other business where there is not some 
additional charge for insurance beyond a minimum. 
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The possible use—the number of hours during which 
a telephone circuit can be used as well as the number 
of items of service, i. e., communications or connec¬ 
tions, which can be given within those hours—is limi¬ 
ted by the necessity of the personal presence on the cir¬ 
cuit of the parties communicating; by the time neces¬ 
sary to get both parties on the circuit; by the time taken 
by the communication; and by the intervals lost while 
waiting for parties. 

This limited capacity, together with the costly char¬ 
acter of the telephone circuit, makes the plant cost 
of each connection or communication very large. The 
operating cost is relatively very small in that one set 
of operators can take care of the connections of a num¬ 
ber of circuits. 

The relatively small operating cost and large plant 
cost make distance the important controlling element 
in the cost of telephone toll line or long-distance serv¬ 
ice. 

In the telegraph service the messages are trans¬ 
mitted by the operating staff, one after another, with 
the speed of writing. There are no lost intervals 
during the busy hours. The plant cost of each 
item of service, i. e., the telegraph message, is rela¬ 
tively very small, while the operating cost, for reasons 
given above, is relatively very large for each message. 

The relatively large operating cost and small plant 
cost per telegraph message make distance a subordi¬ 
nate factor in the cost of telegraph service. 

The ratio of the possible number of telegraph mes¬ 
sages over the same wires compared to the possible 
number of telephone communications is very large. 

It is possible to “telephone” messages, but while 
the operating cost would be somewhat larger than 
in the case of “telegraphing,” the plant cost would 
make telephoning messages prohibitive over long dis¬ 
tance under ordinary conditions. The use of the tele¬ 
phone for that purpose is therefore limited econ- 
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omically to short distances, or some situation where 
the plant cost would be almost or entirely negligible. 

The small operating but very large plant cost 
of the telephone communication and the large oper¬ 
ating but relatively small plant cost of the telegraph 
message limit the possibility of either being used in¬ 
discriminately or interchangeably to very short dis¬ 
tances, or to other particular situations. 

Under existing conditions or the present state of 
the art, the “telephonic” transmission of written mes¬ 
sages cannot take the place of “telegraphic” transmis¬ 
sion in the regular conduct of the business. 

In a large way the complementary character exists 
in the joint occupancy and joint use for both purposes 
of the trunk line plant of both companies. For the 
general service of each the operating staffs of the tele¬ 
phone and of the telegraph are in every respect dis¬ 
tinct and different, and not in the slightest degree in¬ 
terchangeable. Each function requires an independ¬ 
ent operating organization, made up largely of experts 
in each particular business, complete in every respect. 
Any attempt on the part of a telephone company to do 
a regular “telegraph business” would necessitate a 
“telegraph” operating organization in addition to its 
“telephone” operating organization. 

Before a telegraph company could do a “telephone 
business” it would be necessary to reconstruct and 
rearrange its entire wire plant; to construct and 
equip central offices, distributing subways and lines, 
subscribers’ connections and stations, at a cost of sev¬ 
eral times its existing telegraph wire plant, and also to 
create a distinct “telephone” operating organization. 

While the large economies are in the joint occupancy 
and the joint use of the trunk “wire plant,” there are 
great advantages and large economies in the utilization 
for both purposes of other plant and operating facili¬ 
ties which must be maintained for a single purpose in 
any case, and which could bear the additional burden 







53 




of the service of the other without au additional cost. 
There are in the distributing and branch lines of both 
services large plant and operating facilities which are 
only being utilized to a small part of their capacities; 
where the business of either company is not sufficient 
to maintain either office or operating staff; where to 
maintain any office there must be utilized the office an 
employees of some business which has first claim on 
the service and attention of such employees, under 
these conditions satisfactory service is impossible, and 
to a great degree affects the reputation of the whole 
service, particularly that of the telegraph. This large 
economic waste incident to separate service could be 
almost entirely eliminated by joint use or occu¬ 
pancy, and by bringing the business entirely under one 
common control or influence the efficiency and the rep¬ 
utation of the service could be greatly improved. 

The utilization of plant and operating staff not fully 
employed makes it possible to collect and deliver mes¬ 
sages by telephone and to connect exchanges and sub¬ 
scribers ’ stations by telephone toll lines with the night 
telegraph offices at other points. _ 

To the extent that these waste facilities are utilized 
for public benefit and private profits, just to that ex¬ 
tent regular standard service could be cheapened or 
new service and additional facilities given to the public. 

The idea of universality has been referred to in con¬ 
nection with the telephone system. This idea can be 
broadened and applied to a wire system. We believe 
that the future development of the wire system in the 
United States will afford facilities for the annihilation 
of both twne and distance by the general use of elec¬ 
trical transmission for written or personal communica¬ 
tion, and will afford electrical communication of every 
kind of intelligence from everyone at every place to 
everyone at every other place. It will be compre¬ 
hensive, universal. 
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To do this efficiently and economically means the 
combination of every kind of electrical transmission 
of intelligence into one system in order that new and 
additional uses may be developed and that the wire 
plant and other facilities may be utilized to their full¬ 
est extent. 

Cheap service comes from full loads. In the wire 
service this can only be had by employing the plant to 
its full capacity, all the time. The charts on pages 56 
and 57 will show to what a limited extent this is now 
being done. 

In some lines of business like the transportation of 
passengers, where the unit of service is the car mile, 
and the overload capacity of the car is large, the 
average load can be greatly increased by making use 
of the “ overload ’ 9 during the few hours of maximum 
business. In no other way could the prevailing cheap 
fares be afforded for such long hauls. 

In the electrical transmission of intelligence each 
item of service, the “message’’ or ‘ 1 telephonic con¬ 
nection ’ ’ occupies the wires and the time to the 
exclusion of all else, and the law of increasing 
returns therefore works within the narrow limits of the 
capacity of the line. There can be no overload. 
Cheaper service can only he given by the development 
of new or additional uses which can he distributed over 
the time now unused . In the telephone business what 
can be done in this direction is restricted by the 
necessity of the personal presence of the parties using 
the telephone, which limits the use of circuits for tele¬ 
phone purposes to certain hours of the day. In the 
telegraph and cable business, under present conditions, 
it is different. There is a large capacity unused wait¬ 
ing to be utilized. 
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Expedited service means a large surplus plant io 
meet maximum demands, unutilized at all other times. 
The cost of the unutilized facilities must be borne by 
the expedited service. The result is high charges, due 
to small average load with consequent large plant 
cost. 

Up to the present time the telegraph and cable busi¬ 
ness has been developed wholly on lines of expedition 
and the business that has been developed is such 
as will stand the extra cost of expedition. The¬ 
oretically at least, there should be no possibility of any 
further expedition, of any rush or special service, 
beyond what should be, if it is not now being given. 

To do anything which would retard the expedition 
of the business as now developed would be detrimental 
to the social and business organization of the world; 
as in expedition lies the prime value of the present 
service. 

Under a universal wire system operated on the lines 
and in the manner indicated above, the additional 
services will be given to the public at rates commensu¬ 
rate with the value of such services, and in the great 
possibilities of electrical transmission of intelligence 
some uses will be found or developed to absorb and 
utilize this enormous waste, and also relieve any con¬ 
gestion now suffered by the more important business 
by furnishing a service which would be satisfactory to 
such of the existing business as has heretofore had 
no alternative, but would prefer the new service. 

The Night Letter—the first attempt—met with pop¬ 
ular reception and is filling a definite place in the busi- 
iness and social world. The Day Letter, so recently 
introduced that its possibilities cannot yet be deter¬ 
mined, will doubtless find its place. Depending upon 
the reception of these, other services will be intro¬ 
duced. 

It is also intended to extend some of these new 
classes of service to the transatlantic cables as soon as 
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Telephone Chart 

TYPICAL LONG DISTANCE TRAFFIC RECORD 
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it is made possible by the completion of negotiations 
and arrangements now pending. 

Until the economies, which may result from the 
joint occupancy or joint use and the consequent 
utilization of these now unutilized facilities, are de¬ 
termined, there will be no changes made in the present 
conduct of expedited or regular service. Whether all 
or only part of the economic waste will be absorbed 
m the other classes of service is a question yet to be 
answered; until answered anything that might re- 
su t adversely either to the quality of the service, the 
extension and introduction of new service, or to the 
reasonable profits to which the companies are entitled, 
would be foolish and uncalled for. 


RESUME AND CONCLUSION. 


The following condensed summary of some of the 
fsTaM n S Sh '’'™ iD “* and'previou” reports 

forTorllT the P" r P° se of away any excuse 

for further repetition or publication of those mis- 

^atements, distorted facts and erroneous conclusions 

to^time 101 Vari0 ” S reaSons> arc oircirfated f rom time 

oflVenT, , that - lh .t t0 ^ al ontst aa<iras: obligations 
S'“” "3 S 7 st . em ln thc United States, not including 

‘ hiS “ 
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It is shown that the book value of the property ren- 

IllJoOollOl) 6 ^ ° UtStaud l Dg ol)Ii b r ations is $696,700,000, 
$116,000,000 in excess of the outstanding obligations 

It is shown that m all cases of official appraisement 
the actual value of this plant has been E 0 t 
above the book value. 

It is shown that there is no water in the capital of 
W A each'«00 T :' f ePh ?: r Telegraph 6 ^"; 

mai eacn *100 of outstanding obligations is r^nra 
seated by more than $100 cash paid into the treason- 
that the excess of cash paid into the treasury over he 
outstanding obligations at the close of the year 
amounted to nearly $17,000,000. ‘ ‘ 

It is shown that the construction costs of the Bell 

wtwio s Tb"- cos * r 

tiut $117.12. The cost per exchange station, including 
^ extensive system of toll lines, is but $142.13. This 
valuation includes the first class exchanges and ex! 
(hange construction. All or substantially all of the 
lieaper class of construction ih* _ 


.•heaper Cass of | .constr„ctio», therurai ^“ope^tive 
and association lines, is embraced in the sub-licensee 
or connected companies, constructed on the basis of 
giving a low-cost local service. 

Pbfn 18 S . h ? Wn ? at the cost of construction per ex- 

1900 to decreased fr om $199.00 in 

$14 00 m 1910, notwithstanding the great in- 

crease in the investment in real estate, underground 
construction, toll line construction and copper wire 
It IS shown that instead of increasing and oppres. 
ve rn(es ^ er f bas been a continual decrease of the 
verage aa nual charge for exchange sendee from an 
average of $44.68 in 1900 to $31.28 in 1910. 

Bell SWpT that th f ! aXeS paid in the y ear 1910 by the 
ell Sv. tern amount to over 5 per cent, of its gross 

earnings, 16.4 per cent, of its net earnings, and 1 4 per 

cent of the value of its telephone plant. P 

It is shown that the control of the company is not 

vested in any one interest nor has it been used for the 


l 
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benefit of any individual or group of individuals; that 
the shareholders, recognizing an uninterrupted admin¬ 
istration of their affairs in their interest have con¬ 
tinued the Directorate on the same lines or the lines 
of natural succession from the beginning. 

It is shown that the American Telephone and Tele¬ 
graph Company is not in the accepted sense a trust 
nor has it been built up by absorbing competing com¬ 
panies or in restraint of business. That while the Bell 
System is made up of separate corporations, these 
corporations are not, never have been, and never 
could be in competition, and also that under any 
system of organization or under one ownership, sep¬ 
arate companies are necessary for purposes of State 
jurisdiction. 

That a universal and comprehensive telephone sys¬ 
tem cannot have any operating limits, but must give 
unbroken, continuous, connecting circuits under one 
control, from every subscriber’s station in every direc¬ 
tion to the limits of telephone speaking possibility. 

It is shown that bona fide competition between local 
exchanges cannot exist, owing to the peculiarities o 
the service rendered by these exchanges. 

It is shown that physical connection does not and 
cannot bring about any economical or beneficial re¬ 
sult and increases instead of decreases the evil of 
dual construction and subscription. 

That physical connection would give to subscribers 
of an opposition exchange the service and use of 
property provided f or the use of others, and for whic 

others pay. ... 

We are charged with maintaining a large experi¬ 
mental and patent organization largely for the purpose 
of suppressing new inventions and improved methods 
The Bell System does maintain a large experimental 
and engineering department, but for the purpose of de¬ 
veloping the value and efficiency of anything that is 
new; what it really does is demonstrated by the fact 
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that the construction, equipment and operating 
methods of the Bell System are the standard the 
world over. That the equipment of the exchanges of 
the whole world is either the same as, or is modeled 
upon that of the Bell System. And that no construc¬ 
tion, equipment or operating methods rejected or 
“suppressed” by the engineering experts of the Bell 
System have ever yet come into permanent use. 

We are charged with making abnormal profits on the 
equipment, supplies, etc., furnished the operating com¬ 
panies by the Western Electric Company, and in this 
way increasing the cost of service to the public. It is 
shown that the profits on Western Electric sales to the 
operating companies of the Bell System are less than 
on sales to the independent companies, to the extent at 
least of the saving in the cost of selling to the operat¬ 
ing companies. 

It is also shown that the telephone service and the 
telegraph service are complementary, not competi¬ 
tive ; that each has its own proper place; that joint use 
and joint occupancy of wires will reduce operating 
cost, maintenance charges and construction invest¬ 
ment. That utilizing the unutilized facilities of both 
will make possible large economies and improvement in 
the wire service as well as new, additional and useful 
services of both telephone and telegraph, for the bene¬ 
fit of both the corporations and the public. 

For the Directors, 

THEODORE N. VAIL, 
President. 
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* Includes Private l ine Stations. 
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American Telephone and Telegraph Company. 
Balance Sheet, December 31,1910. 


ASSETS. 

Stocks of Associated Companies.§356,662,338.33 

Bonds of Associated Companies . 

Capital Advances to Associated Com¬ 
panies . 


Telephones . 

Real Estate. 

Long Distance Telephone Plant 

Cash and Deposits. 

Short Term Notes . 

Special Demand Notes . 

Current Accounts Receivable . 
Treasury Bonds . 


2,885,000.00 

34,165,499.20 $393,712,837.53 


$11,568,966.04 

2,184,730.44 

45,948,391.62 59,702,088.10 


$13,109,340.32 

627,466.52 13,736,806.84 


16,970,229.34 

6,093,415.42 

17,300,000.00 


$507,515,377.23 


LIABILITIES. 


Capital Stock .. • • • 

Four Per Cent. Collateral Trust Bonds, 

1929. $78,000,000.00 

Four Per Cent. Convertible Bonds, 1936 38,941,000.00 

Five Per Cent. Coupon Notes, 1907.... 5,000.00 

Five Per Cent. Coupon Notes, 1910.... 22,000.00 

Other Notes Payable. 13,150,000.00 

Indebtedness to Western Union Tele¬ 
graph Co. for New York Telephone 
Co. Stock payable 1912 to 1915. 16,500,000.00 


$263,335,600.00 


146,618,000.00 


Dividend Payable January 15. $5,266,712.00 

Interest and Taxes Accrued, but not due 2,163,658.83 

Current Accounts Payable. 593,895.44 

Reserve for Unearned Revenue. 2,758.99 


8,027,025.26 


Depreciation Reserve 
Surplus. 


$37,425,080.08 

52,109,671.89 89,534,751.97 


$507,515,377.23 


CHARLES G. DuBOIS, Comptroller. 
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American Telephone and Telegraph Company. 
Comparative Statement ol Earnings and Expenses 

For the years 1909 and 1910. 


Earnings: 

Dividends. 

Interest and other revenue from As¬ 
sociated Companies. 

1909. 

$15,949,213.73 

10,661,431.03 

4,360,104.94 

95,723.97 

1,694,867.76 

1910. 

$19,205,494.35 

10,838,442.84 

4,893,513.39 

95,119.69 

325,758.44 

Telephone Traffic (net). 

Real Estate. 

Other Sources. 

Total. 

$32,761,341.43 

$35,358,328.71 

Expenses. 

2,570,575.57 

3,425,114.22 

Net Earnings. 

Deduct Interest . 

$30,190,765.86 

7,095,377.34 

$31,933,214.49 

5,077,321.33 

Balance. 

Dividends Paid . 

$23,095,388.52 

17,036,275.64 

$26,855,893.16 

20,776,822.12 

Balance. 

$6,059,112.88 

$6,079,071.04 

Carried to Reserves. 

Carried to Surplus. 

$3,000,000.00 

3,059,112.88 

$3,000,000.00 

3,079,071.04 


$6,059,112.88 

$6,079.071.04 


CHARLES G. DuBOIS, Comptroller. 





































American Telephone and Telegraph Company. 
Annual Earnings and Dividends. 


Net 

Year. Revenue. 

1900 . $5,486,058 

1901 . 7,398,286 

1902 . 7,835,272 

1903 . 10,564,665 

1904 . 11,275,702 

1905 . 13,034,038 

1900 . 12,970,937 

1907 . 16,209,388 

1908 . 18,121,707 

1909 . 23,095,389 

1910 . 26,855,893 


Dividends 

Paid. 

$4,078,601 

Added to 
Reserves. 
$937,258 

Added to 
Surplus. 
$470,198 

5,050,024 

1,377,651 

970,611 

6,584,404 

522,247 

728,622 

8,619,151 

728,140 

1,217,374 

9,799,117 

586,149 

890,435 

9,866,355 

1,743,295 

1,424,388 

10,195,233 

1,773,737 

1,001,967 

10,943,644 

3,500,000 

1,825,744 

12,459,156 

3,000,000 

2,662,551 

17,036,276 

3,000,000 

3,059,113 

20,776,822 

3,000,000 

3,079,071 


CHARLES G. DuBOIS, Comptroller. 






















